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Dear  Mr.  Moran: 

The  Controller’s ^Audits  Division  presents  its  report  concerning  the  audit  of  the  water 
efficient  toilet  sales  program.  The  San  Francisco  Water  Department  (Water  Department)  is 
an  occasional  seller  of  ultra  low  flow  toilets.  The  Water  Department  sells  ultra  low  flow 
toilets  for  $10  for  water  conservation  and  public  purposes  only.  The  Water  Department 
conducted  six  toilet  sales  between  April  1999  and  June  1999. 

Reporting  Period:  April  1999  through  May  1999 

Revenue:  $31,964 

Results: 

The  Water  Department  generally  correctly  recorded  and  deposited  cash  revenue  from  its 
toilet  sales. 


Respectfully  submitted, 
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INTRODUCTION 


The  San  Francisco  Water  Department  (Water  Department)  sells  ultra  low  flow  toilets, 
through  its  water  efficient  toilet  sales  program,  to  customers  for  $10.  The  Water 
Department  is  an  occasional  seller  of  ultra  low  flow  toilets  and  is  not  engaged  in  the 
business  of  selling  such  products  as  part  of  its  ongoing  municipal  business.  The  Water 
Department  sells  ultra  low  flow  toilets  for  water  conservation  and  public  purposes  only. 
The  Water  Department  conducted  six  toilet  sales  from  April  1999  through  June  1999. 

To  qualify  for  the  program,  the  customers  must  install  the  toilets  in  a single-family  home 
or  multifamily  building  with  fifteen  or  fewer  units  in  San  Francisco  within  sixty  days  of 
purchasing  the  toilets.  The  Water  Department  randomly  contacts  customers  for  inspections 
within  six  months  after  their  purchasing  the  toilets.  Failure  to  allow  the  Water  Department 
to  inspect  the  installed  ultra  low  flow  toilets  allows  the  Water  Department  to  charge  the 
customer’s  account  up  to  $53  per  toilet  through  the  customer’s  water  bill. 

The  Water  Department  pre-approves  all  customers  interested  in  buying  toilets  and  the 
number  of  toilets  they  plan  to  replace.  The  pre-approval  is  done  either  by  mail  or  on  site, 
on  the  day  of  the  sale.  Once  completing  the  pre-approvals,  the  Water  Department  issues 
customers  triplicate  approval  forms  stating  the  number  of  toilets  they  are  eligible  to 
purchase.  On  the  day  of  a toilet  sale,  the  customers  present  the  approval  form  to  the  cashier 
and  pay  for  the  toilets  indicated  on  the  approval  form.  The  cashier  keeps  the  top  copy  and 
returns  two  copies  to  the  customers.  The  customers  then  proceed  to  pick  up  the  toilets  by 
showing  the  two  copies  of  the  triplicate  approval  form  to  the  staff  distributing  the  toilets. 


SCOPE  AND  METHODOLOGY 

The  purpose  of  this  audit  was  to  determine  if  the  Water  Department  properly  accounted  for 
the  revenue  from  the  toilet  sales.  We  reviewed  internal  control  procedures  and  cash 
handling  procedures  related  to  these  sales.  To  conduct  the  audit,  we  reviewed  the  adequacy 
of  the  Water  Department’s  procedures  for  recording,  summarizing,  and  reporting  toilet 
sales.  We  also  observed  a toilet  sale  and  interviewed  customers  at  the  sale.  We  performed 
our  testing  on  the  first  three  toilet  sales.  We  counted  the  Water  Department’s  reported  toilet 
sales  and  compared  the  figures  to  our  observation  and  the  Water  Department’s  approval 
forms  indicating  sales.  For  the  three  sales,  we  reviewed  the  Water  Department’s  sales  per 
the  Water  Department’s  approval  forms  and  compared  the  sales  to  their  bank  deposits.  We 
randomly  compared  customer’s  sales  approval  forms  with  pre-approved  forms. 
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AUDIT  RESULTS 


THE  WATER  DEPARTMENT  GENERALLY  CORRECTLY 
RECORDED  AND  DEPOSITED  CASH  REVENUE  FROM 
ITS  TOILET  SALES 

From  April  17,  1999  through  May  15,  1999,  the  Water  Department  reported  selling 
3,193  toilets  at  $10  each  and  deposited  $31,964  as  proceeds  from  the  sales.  The 
Water  Department  could  not  explain  why  it  collected  $34  more  than  it  should  have. 
Table  1 shows  the  Water  Department’s  reported  sales  and  corresponding  bank  deposits. 


Table  1 

Toilet  Sales  and  Bank  Deposits 
April  17,  1999  through  May  15,  1999 


Sales 

Number  of  Toilets  Sold 

Bank  Deposits 

April  17,  1999 

1,359 

$13,599 

May  1,  1999 

1,067 

10,685 

May  15,  1999 

767 

7,680 

Total 

3,193 

$31,964 

The  Water  Department’s  internal  controls  over  the  toilet  sales  were  generally  adequate. 

The  Water  Department  records  each  sale  on  an  approval  form  having  triplicate  copies. 
When  the  Water  Department  sells  a toilet,  the  Water  Department  keeps  the  original  copy. 
The  person  collecting  the  money  generally  defaces  the  original  copy  by  writing  paid  on  the 
copy  and  the  number  of  toilets  sold.  However,  we  did  notice  some  cases  where  the  cashier 
did  not  deface  the  approval  form.  The  Water  Department  gives  the  customer  the  other  two 
copies.  However,  the  Water  Department  can  strengthen  its  inventory  internal  controls  by 
retaining  another  copy  of  the  approval  form.  Part  two  of  the  approval  form  can  serve  as  a 
receiving  document  for  the  Water  Department  to  ensure  that  the  Water  Department 
distributes  toilets  only  to  customers  who  have  paid  for  the  toilets. 


RECOMMENDATION 

To  ensure  that  the  Water  Department  properly  accounts  for  all  toilet  sales,  the  Water 
Department  should  keep  a second  copy  of  the  Water  Department’s  approval  form. 
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CORRECTIVE  ACTION 


According  to  the  Water  Department,  the  department  took  corrective  action  on  our 
recommendation.  Beginning  with  the  toilet  sale  conducted  on  May  31,  1999,  the  Water 
Department  began  keeping  two  copies  of  the  Water  Department’s  approval  form.  In 
addition,  the  Water  Department  assigned  two  people  to  count  the  toilets  sold  and  to  make 
sure  all  forms  were  defaced.  Defacing  the  original  approval  ensures  that  toilets  are 
distributed  to  customers  only  once. 


We  conducted  this  review  according  to  generally  accepted  government  auditing  standards. 
We  limited  our  review  to  those  areas  specified  in  the  audit  scope  section  of  this  report. 


Staff:  Maureen  Gannon,  Audit  Manager 
Lorena  Marquez 


cc:  Mayor 

Board  of  Supervisors 
Civil  Grand  Jury 
KPMG  LLP 
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